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Project �nancing has become popular among oil Project �nancing has become popular among oil
companies because of the many advantages the companies believe can be gained from this method of
�nancing. The increase in popularity of this unusual kind of loan has required new roles for both
bankers and engineers. Traditionally, bankers have con�ned their lending to "balance sheet loans," so
called because the borrower is a company that has been in business for a number of years and thus has
historical earnings that provide a measure of the ability of the company to repay the loan in the future.
Also, the borrower's �nancial statement shows a net worth that has been built up over the years, and
the net worth is not based on a wasting asset, such as a reserve of oil and gas. In the past, bankers have
con�ned their analyses largely to the borrower's past performance and present �nancial condition.
present �nancial condition. However, project �nancing often involves a loan where the bank has
recourse only to oil and gas properties, which are sometimes undeveloped. The borrower properties,
which are sometimes undeveloped. The borrower does not have a record of pro�table operations and
has a net worth con�ned to a small amount of equity that has been invested along with the project
loan. In such �nancings, the lender has no reliable balance sheet to analyze and usually must rely
heavily on a projection of a revenue stream from the new project. Any projection is only as good as the
assumptions on which it is based, and the typical banker is not quali�ed to evaluate these assumptions.
Furthermore, there is an inherent equity risk involved in the exploration and development of oil and
gas properties, and most bankers think this risk is beyond the scope of risks that should be assumed by
a bank. Therefore, the banker needs help from the petroleum engineer to evaluate the engineering risks
involved in the development and operation of oil properties to ensure that the bank is sheltered from
any equity risks associated with the project. With the help of the petroleum engineer, the banker sets
basic criteria, such as coverage ratios, for these types of loans. However, these minimum standards do
not provide adequate protection to the bank unless the projected revenue stream on which they are
based is projected revenue stream on which they are based is realistic. Most bankers do not have the
expertise to analyze the engineering assumptions used to determine these projections. For example,
the banker usually isn't quali�ed to handle the following tasks. 1. Classify the reserves by proved,
probable, and possible. possible. 2. Judge the adequacy of the well spacing. 3. Judge the reasonableness
of the assumed production rate, the assumed development costs, or the assumed recovery ef�ciency. 4.
Understand completely how much added risk may be involved in a very deep well, in an offshore
property, or in a loan based on a limited number of wells. 5. Account for the impact on the �nal
projection of such factors as permeability, porosity, water saturation, type of trap, type of drive, or
quality of the oil or gas. 6. Ascertain the difference between the production performance decline curve
analysis and the volumetric performance decline curve analysis and the volumetric analysis and
measure the effects of these methods on the reliability of the projections. 7. Estimate operating costs
for the property being analyzed. 8. Evaluate the ability of the operator. Finally, many of these loans are
based on proved but undeveloped properties. Banks usually are reluctant to accept an undeveloped
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property as collateral unless there is an undertaking by a �nancially responsible party to assure that the
development of the property will be completed. The banker usually relies on the engineer to specify the
criteria for de�ning completion of the project. project. Many banks approach project �nancing as a team
effort, often involving the banker, a petroleum engineer, an economist, and a lawyer.

P. 799

petroleum engineer, financing, feasibility study, oil company,

revenue stream, project financing, undeveloped property, asset and

portfolio management, strategic planning and management, loan

request

Asset and Portfolio Management, Project management,

Strategic Planning and Management

This content is only available via PDF.

1983. Society of Petroleum Engineers

You can access this article if you purchase or spend a download.

Sign in

Don't already have an account? Register

Personal Account
Username

Password

SIGN IN

Reset password

Register

W
e
 N

e
e
d
 Y

o
u
r
 F

e
e
d
b
a
c
k

https://onepetro.org/JPT/search-results?qb={%22Keywords1%22:%22petroleum+engineer%22}
https://onepetro.org/JPT/search-results?qb={%22Keywords1%22:%22financing%22}
https://onepetro.org/JPT/search-results?qb={%22Keywords1%22:%22feasibility+study%22}
https://onepetro.org/JPT/search-results?qb={%22Keywords1%22:%22oil+company%22}
https://onepetro.org/JPT/search-results?qb={%22Keywords1%22:%22revenue+stream%22}
https://onepetro.org/JPT/search-results?qb={%22Keywords1%22:%22project+financing%22}
https://onepetro.org/JPT/search-results?qb={%22Keywords1%22:%22undeveloped+property%22}
https://onepetro.org/JPT/search-results?qb={%22Keywords1%22:%22asset+and+portfolio+management%22}
https://onepetro.org/JPT/search-results?qb={%22Keywords1%22:%22strategic+planning+and+management%22}
https://onepetro.org/JPT/search-results?qb={%22Keywords1%22:%22loan+request%22}
https://onepetro.org/JPT/search-results?f_FacetCategoryIDs_1=65
https://onepetro.org/JPT/search-results?f_FacetCategoryIDs_1=365
https://onepetro.org/JPT/search-results?f_FacetCategoryIDs_1=67
https://onepetro.org/my-account/register?siteId=1000007&returnUrl=https%3a%2f%2fonepetro.org%2fJPT%2farticle-abstract%2f35%2f04%2f799%2f68892%2fThe-Role-of-the-Petroleum-Engineer-in-the-Project%3fredirectedFrom%3dfulltext
https://onepetro.org/my-account/reset-password
https://onepetro.org/my-account/register?siteId=1000007&returnUrl=https%3a%2f%2fonepetro.org%2fJPT%2farticle-abstract%2f35%2f04%2f799%2f68892%2fThe-Role-of-the-Petroleum-Engineer-in-the-Project%3fredirectedFrom%3dfulltext
https://survey.alchemer.com/s3/7798540/OnePetro-users?utm_source=onepetro&utm_medium=other&utm_campaign=Onepetro&utm_content=onepetro%20survey


Skip to Main Content

View Metrics

Cited By

Google Scholar

 Email Alerts

Article Activity Alert

Latest Issue Alert

Latest Most Read Most Cited

Chemical Additives Assist Oil-in-Water Emulsion Formation

in SAGD

Sign in via OpenAthens

Pay-Per-View Access $10.00

 BUY THIS ARTICLE

Annual Article Package – 25

$225

 BUY DOWNLOADS

Annual Article Package – 50

$400

 BUY DOWNLOADS

View Your Downloads

W
e
 N

e
e
d
 Y

o
u
r
 F

e
e
d
b
a
c
k

https://www.altmetric.com/details.php?domain=onepetro.org&doi=10.2118%2F9571-pa
javascript:;
http://scholar.google.com/scholar?q=link:https%3A%2F%2Fonepetro.org%2FJPT%2Farticle%2F35%2F04%2F799%2F68892%2FThe-Role-of-the-Petroleum-Engineer-in-the-Project
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;
https://onepetro.org/JPT/article/76/04/86/543919/Chemical-Additives-Assist-Oil-in-Water-Emulsion
https://onepetro.org/institutional-login?openathens=true&returnUrl=https%3a%2f%2fonepetro.org%2fJPT%2farticle-abstract%2f35%2f04%2f799%2f68892%2fThe-Role-of-the-Petroleum-Engineer-in-the-Project%3fredirectedFrom%3dfulltext
https://onepetro.org/store/add/68892/3
https://onepetro.org/store/addToken?ProductID=22
https://onepetro.org/store/addToken?ProductID=23
https://onepetro.org/my-account/download-packs
https://survey.alchemer.com/s3/7798540/OnePetro-users?utm_source=onepetro&utm_medium=other&utm_campaign=Onepetro&utm_content=onepetro%20survey


Online ISSN 1944-978X  Print ISSN 0149-2136

Explore
Journals

Skip to Main Content

 S GD

Case Study: Innovative Sand-Screen Technology Resolves

Offshore Nigeria Water-Injection Issues

Hybrid Technology Incorporated Into Colombian Heavy Oil

Field Development Plan

Comments: Navigating Tax Credits Challenges for the

Hydrogen Spectrum

Suggested Reading

Financing Offshore Projects: The Banker'S Approach

To Risk

94OTC

Applying the Principles of Project Financing to the

Independent Oil and Gas Producer

83SPE

Financing of Energy-Related Projects

J Pet Technol (October,1981)

Considerations Concerning Bank Financing of Oil

and Gas Properties

J Pet Technol (May,1956)

Secured Petroleum Financing for the Independent

Producer

85HEE

W
e
 N

e
e
d
 Y

o
u
r
 F

e
e
d
b
a
c
k

https://onepetro.org/JPT
https://onepetro.org/journals
https://onepetro.org/JPT/article/76/04/86/543919/Chemical-Additives-Assist-Oil-in-Water-Emulsion
https://onepetro.org/JPT/article/76/04/58/543920/Case-Study-Innovative-Sand-Screen-Technology
https://onepetro.org/JPT/article/76/04/89/543921/Hybrid-Technology-Incorporated-Into-Colombian
https://onepetro.org/JPT/article/76/04/8/543922/Comments-Navigating-Tax-Credits-Challenges-for-the
https://onepetro.org/OTCONF/proceedings/94OTC/All-94OTC/OTC-7431-MS/43127
https://onepetro.org/SPEATCE/proceedings/83SPE/All-83SPE/SPE-12023-MS/62483
https://onepetro.org/JPT/article/33/10/1877/69441/Financing-of-Energy-Related-Projects
https://onepetro.org/JPT/article/8/05/11/160993/Considerations-Concerning-Bank-Financing-of-Oil
https://onepetro.org/SPEHEES/proceedings/85HEE/All-85HEE/SPE-13790-MS/61118
https://survey.alchemer.com/s3/7798540/OnePetro-users?utm_source=onepetro&utm_medium=other&utm_campaign=Onepetro&utm_content=onepetro%20survey


Conferences

eBooks

Publishers

Connect
About Us

Contact Us

Content Alerts

SPE Member Pricing

Resources
Terms of Use

Privacy

Help

KBART

Engage
Subscribe

Advertise

    

 

W
e
 N

e
e
d
 Y

o
u
r
 F

e
e
d
b
a
c
k

https://onepetro.org/conferences
https://onepetro.org/books
https://onepetro.org/pages/partners
https://onepetro.org/pages/about-us
https://onepetro.org/pages/contact-us
https://onepetro.org/my-account/alerts
https://onepetro.org/pages/spemember
https://onepetro.org/pages/terms
https://www.spe.org/en/about/privacypolicy
https://onepetro.org/pages/help
https://onepetro.org/pages/kbart
https://onepetro.org/pages/subscribe
https://www.spe.org/en/sales/
https://onepetro.org/
https://www.facebook.com/spemembers
https://twitter.com/SPEtweets
https://www.linkedin.com/company/23356/
https://www.youtube.com/2012SPE
https://instagram.com/spengineers/
https://survey.alchemer.com/s3/7798540/OnePetro-users?utm_source=onepetro&utm_medium=other&utm_campaign=Onepetro&utm_content=onepetro%20survey

